This paper studies the usefulness of spreads between interest rates of different maturities as indicators of future inflation and real interest rates in Germany, using monthly data starting in 1967:1. The central results are twofold. First, the interest rate spreads considered contain considerable information about future changes in inflation, but no information about the time path of real interest rates. Second, the medium-term segment of the yield curve (spreads between 6 and 2 year rates, for instance) appears to be the most informative for future inflation. These results are similar to those obtained by Mishkin (1990b) and Jorion and Mishkin (199t).
Introduction
The conduct of monetary policy relies on the use of indicators of current and expected future macroeconomic conditions, in particular of output and prices. With the introduction of formal inflation targets in a number of countriesincluding New Zealand, Canada, the United Kingdom, Sweden, Finland, Spain and Australia -central banks have increasingly emphasised the importance of monitoring the private sector's price expectations, z Such price expectations can be gauged in at least two ways.
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One method relies on the use of survey measures of inflation expectations. However, such measures are subject to several problems which limit their usefulness for policy purposes. First, survey measures typically apply only for the following year. Given that monetary policy tends to affect the price level with a considerable lag, it is desirable to have information about expectations of inflation further into the future. Second, surveys of price expectations are typically infrequent and are published with some time lag. This naturally reduces their usefulness. Third, since respondents have little incentive to get their answers to the survey "right", one may question how well such surveys measure expectations.
An alternative way of assessing the private sector's inflation expectations, which avoids some of the problems noted above, involves extracting estimates of expected future inflation rates from interest rates. A number of central banks have recently started to use changes in the term structure of forward interest rates as indicators of financial markets' expectations about future economic conditions. For instance, the Bank of England (1995) uses term structure data for real and nominal bonds to calculate implied forward inflation rates. The Bank of Sweden (1995) also uses implied forward interest rates to assess market participants' inflation expectations. 3
The use of measures of expected inflation rates derived from interest rates raises several questions. Some of these are fundamental. For instance, it is well known that long-term interest rates are quite volatile, and perhaps even excessively volatile given the behaviour of short-term rates (Shiller (1979 (Shiller ( , 1981 ). 4 The question then arises whether inflation expectations derived from long-term interest rates are not also likely to be excessively volatile and therefore of little use to monetary policy-makers. A second question of a fundamental nature is raised by Woodford (1994) , who argues that using measures of inflation expectations calculated from interest rates in a feedback rule for monetary policy may cause instability because of self-fulfilling expectations. If that is the case, inflation expectations may not be good intermediate targets for policy.
Several questions of a more technical nature also arise. First, to what extent do changes in interest rates of different maturities reflect changes in the private sector's inflation expectations? Second, are these inflation expectations unbiased predictors of future inflation rates? Third, how large are the forecast errors associated with market participants' inflation expectations? Fourth, is there any evidence that term spreads contain information about expected future real returns? Fifth, to what extent do the answers to these questions depend on the forecast horizon considered? While there is an extensive literature on whether the term structure contains information about future interest rates, the existing
